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Abstract
The goal of this paper is to study how smart are micro enterprises in rural areas Latvian, to analyze knowledge management in 
micro enterprises, and to come up with recommendations for micro entrepreneurs in rural areas of Vidzeme region in order to
ensure smart, inclusive and sustainable growth. The paper analyses statistical data, considers theory on knowledge management 
in micro enterprises, as well as explores recent trends and recommendations contained in literature and scientific journals. It is 
concluded that majority of micro enterprises in rural areas of Vidzeme region pay insufficient attention to knowledge 
management. Unfortunately, micro enterprises in rural areas are not knowledge intensive; they face different challenges, as well 
as lack basic knowledge management skills and tools. Recommendations set forth in this paper are aimed at fostering smart and 
sustainable growth of micro enterprises.
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Introduction
There is an increasing number of publications devoted to management of business knowledge and other 
intangible business assets (von Krogh, 2001). Success of enterprises depends on their ability to 
create, develop and use knowledge-based enterprise assets (Hill, 2002; Morrison, 2001; Sveiby, 1997; Teece, 2000). 
Knowledge is increasingly often regarded as a source of business growth, and growth is believed to determine
effectiveness (March and Sutton, 1997); therefore, it is surprising that there have been only few studies on
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interrelation of knowledge management and business development. Although there are studies 
on knowledge management in small and medium-sized enterprises (Beijerse, 2000; Frey, 2001; Heng, 2001; Kautz 
and Thaysen, 2001; Lim and Klobas, 2000; Wickert and Herschel, 2001), as well as on growth of small and 
medium-sized enterprises (Choueke and Armstrong, 2000; Morrison and Bergin-Seers, 2002; Smallborne, 1995; 
Smith, 1998; Storey, 1994; Watson, 1998), almost no studies combine both of these aspects. Effectiveness and smart 
growth are extremely important in remote areas which have no other advantages. Especially in recessions effective 
management strategies will provide assistance against negative consequences for small enterprises (Apak and Atay, 
2014). The aim of the paper is to analyze theoretical research of knowledge management in micro enterprises and 
situation in Vidzeme micro enterprises, generating useful, meaningful recommendations. 
Vidzeme region is characterized by predominance of rural areas and lack of large cities, even the largest city 
Valmiera with a population of approximately 24,000 inhabitants does not qualify as a city of national significance.
The region has a small population (altogether, approximately 200,000 inhabitants) and low population density (14 
inhabitants per square kilometer) with a trend of further decrease (Central Statistical Bureau, 2014). A hundred years 
ago, the highest education level in Latvia was in Vidzeme region; however, now the situation is completely 
different – Vidzeme region has the lowest rate of inhabitants with higher education (16%), thus ranking well below 
the capital city (31%) and the average national rate (23%). Employment rate in Vidzeme region is low (53%), while 
unemployment rate is relatively high (13%); furthermore, and the average salary is by almost 25% lower than the 
national average (Central Statistical Bureau, 2014). Number of enterprises per 1,000 inhabitants is much lower than 
national average indicator (23 and 39, respectively); however, it is not characteristic only of Vidzeme region 
because majority of enterprises are located in Riga. Situation differs also among municipalities – while enterprise 
rate per 1,000 inhabitants is close to national average iQ9DOPLHUD DQG&ƝVLV  DQG , respectively), there are 
several municipalities where this rate is even three times lower, for example, there are only 12 enterprises per 1,000 
inhabitants LQ5ǌMLHQDPXQLFLSDOLW\&HQWUDO6WDWLVWLFDO%XUHDXLow economic activity and scarce population, 
as well as insufficient business capacity are identified as main threats by the Vidzeme planning region; therefore, the 
following three goals for smart specialization have been set: promoting production with higher added value, 
diversification of regional economy, and developing new business sectors in knowledge economy (Vidzeme 
Planning Region, 2014). These goals can be reached only through smart entrepreneurship and promoting business
environment. At the end of 2014, a pilot study was conducted in 10 municipalities of the region in order to identify 
their highest priorities. As the need for increased business activity and education of local entrepreneurs were among 
the priories most frequently indicated by respondents, it can be concluded that there is a lack of both smart 
enterprises, which use knowledge management system, and smart entrepreneurs.
1. Knowledge management
Knowledge management is a widely disputed concept. In the 1990s, the concept was often used to refer 
to computer software used for information storage and retrieval (Wilson, 2002). This approach was strongly 
criticized by authors who argued that knowledge management denotes something more and
contains strategic, management and innovation components (Sveiby, 1997; Nonaka and Takeuchi, 1995; von Krogh, 
2001). One of the most widespread definitions of knowledge management used in reference sources is as follows:
“Knowledge management is the art of creating value and attracting intangible 
assets” (Sveiby, 1997), namely, knowledge management is an integral part of enterprise management that covers all 
relevant management areas. Over the past decade, the subject of knowledge management has become increasingly 
topical; however, this subject is primarily in the focus of management science. Furthermore, the insufficient amount 
of evidence and inconclusiveness of data indicate that there is a lack of empirical research in this area (Salojarvi, 
Furu, Sveiby, 2005). Independent researchers have not yet been able to prove that knowledge management creates
value. Small enterprises undertake knowledge management activities; however, only a few managers regard
themselves as knowledge managers. For example, Beijerse (2000) studied 12 innovative small enterprises in the 
Netherlands and identified presence of 79 different knowledge management activities or processes; the most 
important which were related to strategic management and support to an open and positive culture. During a study 
on small businesses in Australia and Singapore, Lim and Klobas (2000) determined
that knowledge management needs and challenges in small enterprises are surprisingly similar to those of large 
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enterprises. They also noted that small companies are more successful in application of
knowledge management processes because it is easier to acquire knowledge in a less formal environment.
Vasudevan and Chawan  (2014) has mentioned that small enterprises have not recognized the potential benefits of 
industry-academia, knowledge management professionalism and social network. Edvardsson and Durst says that 
small enterprises can benefit from knowledge management activities with regard to employee development, 
innovation, customer satisfaction and organizational success. Terzieva (2014) emphasizes that efficient knowledge 
management maximizes internal efficiency, profitability and ensures competitive advantage to the organization.
Researchers McAdam and Reid tried to determine the main differences between knowledge management in
small and large enterprises (McAdam, Reid, 2001). They concluded that small and large companies have 
similar knowledge management principles, and that the only major difference was in the level of skills. Large 
enterprises usually have more resources, and thus, they have better access to knowledge management
technologies, as well as most recent techniques and skilled employees. However, in general, the model is the same
for all companies. 
2. Growth of enterprises
Although business growth is considered as one of the key indicators of performance, some scientists disagree
with that (Goold, 1996; Storey, 1994). Growth is one of the stock market evaluation indicators, and failure to 
meet the expected growth level can shatter the market capitalization. Growth is also among the criteria used in 
evaluating small enterprises. Sustainable growth is regarded as the most important and reliable success indicator
of small enterprises (Laurence, 2001; O’Gorman, 2001; Watson, 1998), as well as a key to social welfare (Charan 
and Tichy, 2000). Mouritsen (1998) argues that “growth and financial value creation cannot be the only 
feasible management goal in today's world, it is often the only”. Yusof and Bakar (2012) says that growth is vital to 
well-being of a business and knowledge is a crucial resource that needs to be well managed in order to achieve 
company`s growth performance. Besides, it is difficult to maintain stable growth for a long period (Goold, 1996);
therefore, sustainable growth is considered as proof of success (O’Gorman, 2001). However, growth is 
disputable measure of success, because business objectives for many small companies are determined by 
personal or family lifestyle of enterprise owners or managers rather than growth (Curran, 1986; Stanworth and
Curran, 1986). There are many other success indicators, including, profit, return on investment and increase in 
customers or employees; however, growth is considered as the best indicator of business success because of at 
least three reasons. First, several researches have concluded that owners-managers of small enterprises regard
increase in revenue as very important (Penn, 1998) and identified that strategic goals of small businesses
are more directly related with growth and not just profit (Hudson, 2001). According to the research conducted
by Smallborne (1995), the desire to develop was characteristic to the most successful small enterprises, and
it distinguished them from other enterprises. Second, in the most Western societies, the growth of SMEs is regarded 
as one of the key components of economic growth, job creation and wealth (Carson et al, 1995; Hodgetts and
Kuratko, 1995; Holmlund and Kock, 1998). Finally, the growth is probably one of the most trusted indicators 
because profit-related indicators are not always reliable. There is no single theory that appropriately explains the 
growth of SMEs, and it is unlikely that such a theory will be developed in near future (Gibb and Davies, 1990). 
Recent studies have been focusing on learning ability, open culture and leadership as prerequisites
for business growth (Choueke and Armstrong, 2000; Morrison and Bergin-Seers, 2002; Smith, 1998; Watson, 1998; 
Zhang, 2000; Smallborne, 1995; Weinzimmer, 2000). The main challenge for a growing company is to remain
flexible and innovative while introducing systematic processes.
A research reflecting the interrelation between knowledge management and growth was carried out in 2005 by
researchers in Finland who studied 108 small and medium-sized enterprises. The results revealed a
positive correlation, which means that better understanding of knowledge management processes
among small business managers increases growth prospects (Salojarvi, Furu, Sveiby, 2005).
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3. Knowledge and growth among enterprises in Vidzeme
Majority of enterprises in Latvia are micro enterprises (91% in 2013), and their numbers have been slightly 
increasing year-on-year (90.15% in 2009 and 91.27% in 2011). In Vidzeme region, the share of micro enterprises is
even larger (94.26% in 2013), thus constituting 9.22% of all Latvian micro enterprises in 2013 (Central Statistical 
Bureau, 2014). In the region, the number of micro enterprises is 16 times larger than that of small, medium or large 
enterprises altogether! However, these 876 enterprises consititute an insignificant share (0.56%) of all Latvian 
enterprises. 10.2% of Latvian inhabitants reside in Vidzeme region, and 10.07% of all Latvian micro enterprises are 
located there (Vidzeme Planning Region, Central Statistical Bureau, 2014). Largest part of these micro enterprises
(about 40%) is occupied in agriculture, forestry and fisheries (45.01% in 2009, 45.73% in 2011 and 39.18% in 
2013). Leimane, Krievina, Miglavs (2014) in their research has emphasized that Latvian farms operates with low 
level of productivity and level of education among small farm managers in general is low – only ¼ small farm 
managers in Latvia have full education in agriculture, nearly 2/3 of the managers have only practical work 
experience. Approximately 10% of enterprises are engaged in wholesale and retail trade, or car and motorcycle
repair (10.77% in 2009, 10.60% in 2011 and 10.51% in 2013); approximately the same number of micro enterprises
provides services (11.73% in 2009, 10.60% in 2011 and 10.37% in 2013). Nearly 5% operate in real estate sector 
(5.40% in 2009, below 5% during the following years) (Central Statistical Bureau, 2014). These sectors are not 
knowledge intensive sectors, suggesting that micro enterprises in Vidzeme region are not knowledge intensive. Only 
5%–6% of regional micro enterprises offer professional, scientific and technical services (Central Statistical Bureau, 
2014). Micro enterprises engaged in other sectors constitute less than 5% (most of them even less than 1%) so their 
share is insignificant. In 2009, high growth companies (by number of employees) in Vidzeme region constituted less 
than 4% (3.83%) of the total amount of high growth enterprises in Latvia; by 2012, this number doubled reaching 
nearly 10% (9.70%). Half of these enterprises were occupied in manufacturing, one-fifth (8 out of 42) – in 
construction, and 7% - in retail, logistics and administration. In 2011, there were several front runners, namely, high 
growth start-ups, in Vidzeme region: one in retail, one in logistics, and two in construction (Vidzeme Planning 
region, 2014). High growth start-ups and existing companies show the same pattern. Despite the strong trend and 
growth, none of the sectors of their activity is knowledge intensive; therefore, even if trend remains it will not help
to reach the goals set by Vidzeme planning region. Low knowledge intensity of enterprises could be attributed to 
their owners and employees – 24.6% of inhabitants in Vidzeme region have only primary education (national 
average – 18.7%), and only 16.1% of inhabitants have higher education (national average – 22.8%). Only 0.84% of 
employees work in information and communication technology sector (Central Statistical Bureau, 2014). Relatively 
low education level is significant obstacle for business development. Furthermore, Vidzeme region has one of the 
lowest average wages in Latvia (gross monthly wage is EUR 410) with only Latgale region lagging behind. Wages 
greatly differ among municipalities. As there is a correlation between business activity and remuneration,
municipalities with the highest business activity have the highest wages (EUR 503 in Valmiera and EUR 457 in
&ƝVLV KRZHYHU municipalities with the lowest business activity have the lowest wages (EUR 314 in 9DUDNƺƗQL
EUR 349 in ƜUJƺL). Exceptions are municipalities located close to developed centers or those having well-developed 
transportation WR5LJD%HYHUƯQD.RFƝQL– majority of these inhabitants have well-paid jobs in other administrative 
territories.
Total value added by Vidzeme region to national economy is EUR 1.235 billion or 6.8%, which is the lowest rate 
among all Latvia’s regions. Added value per capita in Vidzeme region is higher than national average, 22.2% and 
21.1%, respectively (Vidzeme Planning Region, 2014). That can be attributed to low population density and several 
large manufacturing enterprises located in the region; however, it also suggests that majority of enterprises in 
Vidzeme, namely, micro enterprises, cannot generate significant added value. In comparison to other central Baltic 
Sea regions, economy of Vidzeme region requires restructuring (Vidzeme Planning Region, 2014). Structure of 
added value in the region reflects small input from sectors, such as information and communication technologies, 
finance and insurance, or professional, research and technical services (Vidzeme Planning Region, 2014); however,
Vidzeme region has a high cooperation potential. There is a large number of non-governmental organisations in (5 
NGOs per 1,000 inhabitants), higer rate is registered only in Riga (6 NGOs per 1,000 inhabitants in 2014). It is 
important to transfer this trend to business sector, particularly, to knowledge intensive industries, such as 
information and communication technologies.
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Conclusions
There is definite need for further, especially empirical research on micro enterprises in Latvia`s rural areas, 
looking for correlation between knowledge management, added value and enterprise`s growth, and identifying 
factors what fosters business development.
Situation in Vidzeme is suitable for micro and small enterprises, as there are simply not enough resources for 
larger enterprises. Nevertheless small number of enterprises per 1000 inhabitants, large unemployment signalizes 
unused potential for developing new enterprises what could be capitalized. Entrepreneurs can gain huge competitive 
advantage by choosing “wise”, knowledge inclusive and high-income activity sector for newly developed 
enterprises. Untraditional, specialized enterprise what generates high added value and manages knowledge, will gain 
support from Vidzeme planning region`s official institutions too. 
Existing micro enterprises in Vidzeme, operating in agriculture, forestry, fishery and trade, at the moment 
generates low value and profits, what results in low wages. By raising overall education level in both management 
and execution parts of organizations, innovations could be introduced and industry-academia bonds created what 
would offer new possibilities for development. 
Education would attract assets in service area enterprises too. They should also capitalize on high cooperation 
potential in Vidzeme (it is higher than in other regions of Latvia). If knowledge management is art of creating value, 
then social network definitely is a tool for growth.
All enterprises should consider applying knowledge management system or some of the tools. Being aware of 
available knowledge resources and possibility to plan knowledge needs in the future allow the enterprise to stay 
flexible and innovative in its growth and provides success. Even in lifestyle micro enterprises what don`t strive for 
growth, knowledge management gives advantages in competition. Knowledge transfer and establishing knowledge 
clusters should be considered too. 
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